Illustration 13

H-3107-1 -~ CONTINUATION, EXTENSION, OR RENEWAL OF LEASES

Method for Determining Production in Paying Quantities for

Leases Extended Beyond Their Primary Term

(I1.C.3.a)

1.

1.

Hathod for Determining Production in Paying Quantitias
for Leases Extended Beyond Thalr Primarcy Term

Compare the allowable operating costs to gross incoms on & monthly
bamis.

&,

if such comparison shows the leases Ls not profitable for a month,
determine whether production le exhaveted or Lls temporacily shut in
Far mechanical repairs. If production ls exhausted, L.e., the lease
is no longar capable of production in paying guanticies, than the
iwass terminatad. If the shut in was for mechanical repairs, tha
lease will not termipate Lf cperations are diligencly cosmenced and
continued until the well is returned to paying productlion.

If such comparison smheows the lease les profitable, then no further
nction neads To ba cakan.

Compace total yearly cost (calendar year, lesse year, or lacest lZ-month

pariod) to total yescly Lncome.

r

a.

This lncludes the cost of

ental /minimum royalty plus the prorated cost of routine workovers.
if such comparison ahows the lease Lls wtill profitable, then no

furthar actisn needs to ba taken.

If puch comparison shows the lease is not profitabla, then paying
production will be conmidered exhausted and the lease tarminaced,
unless tha lassees or ocperator diligently performs any necessacy
repalrs work Ln attempting to lmprove the well's producing
tapabilities.

The following sxample Lllustrates the above proceduram:
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hecordingly, If the total of any additional rental/minimum rovalty

bligationa is less tha 5170, the lease i@ capable of production in

paying quantitias.

Tha followlng leases are subject to analyesis:

hny leasa whose monthly cperating coots appear to exceed monthly
incoma for 2 conmecutlve montha.

Any lease entering lts extended term by production.

Any lease where the monthly report shows zero production.
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